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ABSTRACT
ANALYSIS OF SECURITIZATION OF AN EXPORT CREDIT IN TURKEY
BY
ASLI SARAÇOĞLU
SUPERVISOR : ASSOC.PROF. KÜRŞAT AYDOĞAN
JUNE 1995
This study aims to analyze a new method of project financing in Turkey 
which is securitization of an export credit. Throughout the study different forms 
of public sector project financing utilized in Turkey have also been mentioned 
by making a classification as traditional and new methods. The traditional 
methods include the commercial credits, export credits and loans from 
multinational financial institutions whereas the new methods include Build - 
Operate - Transfer Model and Securitization. The last part of the study explains 
the differences between a traditional export credit financing and the 
securitization of an export credit as the result of a comparison made in various 
terms. The advantages and disadvantages of this method for Republic of 
Turkey is also listed as an outcome of this comparison.
ÖZET
TÜRKİYE’DE BİR İHRACAT KREDİSİNİN MENKUL KIYMETE 
DÖNÜŞTÜRÜLMESİ İŞLEMİNİN ANALİZİ
ASLI SARAÇOĞLU
Yüksek Lisans Tezi, İşletme Estitüsü 
Tez Yöneticisi: Doç.Dr. Kürşat AYDOĞAN
Bu çalışma, Türkiye’de yeni bir proje finansman modeli olan ihracat kredisinin 
menkul kıymete dönüştürülmesi işleminin analizini yapmayı amaçlamaktadır. Çalışma 
kapsamında Türkiye’de kamu sektörü proje finansmanında kulanılan diğer yöntemler 
de klasik ve yeni metodlar adı altında incelenmiştir. Klasik metodlar ticari krediler, 
ihracat kredileri ve uluslararası finansman kuruluşlarından sağlanan kredileri 
içermektedir. Yeni metodlar ise Yap - İşlet - Devret Modeli ve menkul kıymete 
dönüştürme işlemini kapsamaktadır. Çalışmanın son bölümünde klasik ihracat kredisi 
ile ihracat kredisini menkul kıymete dönüştürme işleminin karşılaştırması yapılarak bu 
iki model arasındaki farklılıklar açıklanmıştır Sözkonusu karşılaştırmanın sonucu 
olarak bu işlemin Türkiye Cumhuriyeti açısından avantaj ve dezavantajlarına da 
değinilmiştir.
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I- INTRODUCTION
Since the private capital and entrepreneurial spirit is generally lacking in 
developing countries the governments have an important role in financing the 
current expenditure or the capital expenditure. The scarcity of equity capital in 
those countries lead the governments to foreign borrowing The reasons for the 
shortage of capital in developing countries can be listed as follows ;
1- The level of private savings held by individuals may be too low to enable 
them to put up share capital.
2- Although private savings may be plentiful there may be a reluctance among 
the individuals to accept the risk of domestic equity investment, for reasons of 
low risk preference, social or religious constraints or lack of opportunity, 
understanding, or confidence in equity investment. Some savers may prefer to 
invest abroad.
3- Among existing enterprises the level of profits or the level of retained 
earnings may be inadequate to finance new capital investment.This may be 
brought about by shareholders expecting high dividend yields.
4- Government regulations may discourage the supply of equity capital. Some 
sectors of the economy may be restricted to the government only; in others the 
bureaucratic process which has to be gone through to obtain permission to 
invest may discourage investors; taxation may be considered too high; 
regulations and attitudes may discourage private investment from abroad.
Finally the financial markets and institutions may be controlled and repressed 
in ways which discourage portfolio or physical investment. ( Kitchen, 1986 ; 
289)
The financial flow from developed countries to developing countries can 
be analyzed in four periods.The first period is between the years 1822 and 
1840, during which most of the flow was from Great Britain to Latin America. 
During 1822 and 1825 Spain, Russia, Denmark,Colombia,Brazil, Mexico, and 
Austria issued bonds in London. These first trials of bond issues have resulted 
mostly in failure which means that most of the investors could not receive their 
principal payments.
United States of America began borrowing in 1830's which were used 
mainly for the construction of railways and canals. These funds were also used 
for the financing of the investment goods forming the export credits. The 
decrease in the price of cotton in 1837-1838 has affected the American 
economy badly and resulted in default of the payments of bonds issued backed 
by cotton. And since the returns of the railway and canal projects were not 
received on time, the long term borrowings were not also repaid due.
The second period is between the years 1860 and 1875 during which 
the bonds issued by the developing countries amounted to 505.9 million 
Pounds. Unfortunately these borrowings resulted mostly in default.
In the third period, that is during 1920's, United States of America 
replaced England and France as creditor. Direct foreign investments and 
foreign portfolio investments have increased in those years and brought big 
returns to the investors. After the Second World War has supplied the main 
source of funds for the foreign investment. ( Kitchen : 1986,207 )
During the fourth period which is 1970's, the way of borrowing changed 
from bond issues to direct bank credits. 40% of the funds that flew to 
developing countries in this period was from private sources. These included 
export credits, direct foreign investment and commercial bank loans.
Generally, foreign debt may be borrowed either by an implicit or explicit 
government guarantee by the state corporation or by direct government 
borrowing which is then on lent to this corporation. When a foreign government 
or a multilateral agency ( like World Bank Group ) is the lender, the government 
is the direct borrower. In the case of commercial bank lending and export 
credits, the loans are implicitly or explicitly guaranteed by the governments.
Throughout this study, different forms of foreign borrowing realized by 
Turkey for public project financing will be analyzed. The aim is to make a 
comparison between a new form of financing which is the securitization of an 
export credit and the classical way of financing which is the export credit 
financing. Export credit financing has been practiced in Turkey for a long time 
although the securitization of an export credit analyzed in this study is the first 
example in Turkey.
In the first part, the typical public project financing methods such as 
national export credits, commercial credits and multinational financial 
institutions will be examined. The second part focuses on the new financing 
methods; Securitization and Build-Operate-Transfer Models which are likely to 
be the future project financing methods in Turkey although they have not or 
rarely been utilized up to now.
The third part solely explains the structure of the first transaction 
actualized by securitization of an export credit. The parties involved and the 
basic financial terms of the transaction are presented in detail throughout this 
section.
The last part which constitutes the core of the whole study which 
explains the differences between a traditional export credit financing and the 
securitization of an export credit as the result of a comparison made in various 
terms.Also, the advantages and disadvantages of this new financing model is 
listed for the Government of Turkey.
II-FINANCING METHODS FOR PUBLIC SECTOR PROJECTS 
A) TRADITIONAL METHODS
1-COMMERCIAL CREDITS
Commercial credits takes the form of a single or a syndicated loan. 
Whereas a single loan is provided from a single lender, a syndicated loan is 
made by two or more lending institutions on similar terms and conditions, using 
common documentation and administered by a common agent bank. But the 
basic principles of single lending and syndicated lending are common.
Commercial credit is the most expensive source of debt capital for 
developing countries. It increases significantly the overall cost of the external 
financing and shortens the overall maturity of external financing as commercial 
bank credits generally have shorter maturities. The commercial banks pay little 
attention to detailed feasibility studies of the projects but instead look for a 
government guarantee. The main reason why the developing countries prefer 
commercial bank loans is that these loans do not bring any restriction to 
origination of the goods to be bought, and it takes shorter to maintain these 
loans.
The need for a syndicated loan arises when the size of the transaction is 
too large to be handled by an individual bank.
A syndicated loan is defined as a "Club Loan" when a small number of 
banks gather to provide financing and defined as "Consortium Lending" when a 
larger group of banks come together in case the club transaction is not 
sufficient. The syndicated loans are usually medium or long-term facilities, 
where short-term means less than one-year, medium-term means two to five 
years and long-term means six years or more. The vast majority of syndicated 
lending is arranged on a floating - rate basis rather than at a fixed rate which is 
expressed as a margin above the cost of funds of the lending banks. The most 
commonly used floating interest rates are ; LIBOR ( London Interbank Offer 
Rate), PIBOR ( Paris Interbank Offer Rate) etc. The interest rates for the 
commercial bank lending used in the public sector projects of Turkey in the last 
10 years can be seen from the Table 1.
Syndicated lending is a long established banking technique. The history 
of syndicated loans goes back to nineteenth and early twentieth centuries 
during which the London merchant banks used syndicated banking techniques 
when organizing large facilities for their clients. In the post Second World War 
era syndicated lending first in an international context and latterly in domestic 
market situations has become an important banking technique. ( Hum : 1990, 
1 0 )
TABLE 1
COMMERCIAL LOANS
DATE OF LOAN A G R EE. BORRO W ER G U A RA NTO R IN TER EST RATE
14.01.1992 EGO T.C .* LIBOR + 1 .1 2 5 %
14.01.1992 EGO T.C. LIBOR + 1.125 %
26.02.1992 UNI.O F ULD. T.C. 8,25%
28.02.1992 BOTA? T.C. LIBOR + 1.375 %
12.04.1992 T.C. - LIBOR + 0.9 %
28.04.1992 T.C. - LIBOR + 1.125 %
07.05.1992 P IT T.C. LIBOR + 1 .1 2 5 %
20.05.1992 TMO T.C. L IB O R + 0.1875 %
22.06.1992 TCDD T.C. LIBOR + 0.75 %
12.08.1992 TDCI T.C. LIBOR + 0.7 %
24.08.1992 TUG SA § T.C. LIBOR + 0.7 %
15.09.1992 ERDEMiR T.C. LIBOR + 1 .1 2 5 %
29.09.1992 T.C. - LIBOR + 1.375 %
02.10.1992 ERDEMiR T.C. LIBOR + 1 .1 2 5 %
01.12.1992 ERDEM iR T.C. LIBOR + 1 .1 2 5 %
18.12.1992 TCDD T.C. LIBOR + 1 .2 5 %
23.12.1992 TEK T.C. LIBOR + 1 .5 %
18.01.1993 EGO T.C. LIBOR + 2.6 %
21.01.1993 EBK T.C. LIBOR + 1 %
10.02.1993 BOTA? T.C LIBOR + 1.2 %
05.03.1993 KOI T.C. L IB O R + 1 .5 %
09.03.1993 T.C. - LIBOR + 1 .2 5 %
15.04.1993 Izsu T.C. PIBOR + 1 .2 5 %
28.04.1993 IGDA? T.C. PIBOR + 1 .2 5 %
06.05.1993 ISKI T.C. PIBOR + 1.25 %
07.05.1993 KOI T.C. LIBOR + 1.375 %
19.05.1993 T.C. - LIBOR +0.7 %
26.05.1993 TDCl T.C. LIBOR + 1 .0 5 %
15.06.1993 BOTA? T.C. LIBOR + 1%
08.07.1993 ISKi T.C. KFW  FLOAT. + 0.6 %
12.07.1993 THY T.C. LIBOR + 1 .1 4 %
20.07.1993 KOI T.C. LIBOR + 1 .2 5 %
09.08.1993 TM O T.C. LIBOR + 1 %
17.08.1993 M UN.O F 1ST. T.C. LIBOR + 0.9%
20.10.1993 UN.O F 1ST. T.C. FIBOR + 1.375 %
05.11.1993 UN.O F 1ST. T.C. AIBOR + 1 %
23.11.1993 TCDD T.C. LIBOR + 1 .2 5 %
23.12 .1993 MUN. OF GAZl. T.C. PIBOR + 1 .2 5 %
23.12.1993 T.C. LIBOR + 1 .2 5 %
18.02.1994 M U N.O F IZM. T.C. 1LIBOR + 1.875 %
11.03.1994 M UN.O F IZM. T.C. 1LIBOR + 1.75 %
05.07.1994 T.C. 1KFW R A T E + 1 .5 %
07.05.1994 T.C. 1LIBOR + 1 .5 %
07.05.1994 T.C. /MBOR + 1 .5 %
12.08.1994 T.C. 1KFW RATE + 1 .5 %
12.08.1994 T.C. 1JB O R  + 1 %
7.09.1994 M UN.O F ALAN T.C. 1^ IB O R + 1 . 5 %
28.10.1994 M UN.O F BUR. T.C. 1JB O R  + 1 . 5 %
T.C .*: REPUBLIC OF TURKEY
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Eurocurrency market developed as a syndicated lending market able to 
handle the size and maturity of the lending transactions being undertaken and 
a major impetus to its development came with the rapid increase in the price of 
oil.
By this increase, oil producer nations accumulated vast reserves of 
dollars and other currencies in the Eurocurrency market and these funds were 
recycled for the productive use in the developing countries.
The Eurocurrency lending markets have lacked regulations regarding 
capital adequacy of the banks and institutions taking part in the market. So 
throughout 1980's "Basle Committee on Banking Regulations and Supervisory 
Practice" was set up to consider capital adequacy of banks in an international 
context. The risk-weighted assets approach uses the degree of a bank's assets 
and off-balance sheet commitments as the basis for determining whether the 
bank holds adequate capital. It is implicit in the regulations that different types 
of lending imply different levels of risks for participating banks. So the 
regulations on capital adequacy affect the price of the syndicated lending. 
Below listed is an example of "Risk-weighting Categories" used by the Bank of 
England ; (Hum : 1990, 190)
1 .Assets with 0% Risk-Asset Weighting : a- Cash
b- Loans to OECD central 
governments and central banks 
c- Claims collateralised by cash or 
guaranteed by OECD 
central governments and central banks
d- Loans to non-OECD central 
governments and central 
banks denominated in local currencies 
and funded in that currency
2. Assets with 20% Risk-Asset Weighting : a- Claims on multilateral
development banks
b- Claims on banks incorotated outside 
the OECD with a residual maturity of 
up to one year and loans of the same 
maturity guaranteed by non -OECD 
banks
c- Claims on OECD public sector 
entities and loans guaranteed by these 
entities
3. Assets with 50% Risk-Asset Weighting: a- Loans to individuals and to
housing associations registered with 
the Housing Corporation for the sole 
purpose of residential occupation 
b- Holdings of securities issued by 
special purpose mortgage finance 
vehicles where the risk to the security 
holders is fully and specifically 
secured against residential mortgage 
loans which would themselves would 
qualify for the 50% weight or by assets 
which qualify for a weight of less than 
50%.
4.Assets with 100% Risk- Asset Weighting ;a- Claims on the non-bank private
sector
b- Claims on banks incorporated 
outside the OECD with a residual 
maturity of one year and over 
c- Claims on central governments 
outside OECD
d- Loans guaranteed by claims on 
non-OECD central governments or 
central banks, which are not 
denominated in local currency and 
funded locally
e- Claims on commercial companies 
owned by the public sector 
f- Claims on public sector entities 
outside the OECD 
g- Premises, plant, equipment and 
other fixed assets.
There are also some economic and political elements which are listed 
below used by the commercial banks in a typical country risk assessment 
system;
Economic Elements
1 ■ General a) Size and growth of GNP
b) GNP per capita and trends
c) Monetary policy and inflation
d) Fiscal and other economic policies
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2.Balance of Payments a) Overall balance of payments position
b) Breadth and diversity of exports
c) Degree of reliance on one or a limited number of 
exports
d) Relative price trends of exports
e) Country reputation for reliability of exports
f) Economy's dependence on imports, particularly oil
g) Scope for import substitution
3. External Debt a) Absolute level of external debt
b) Level of official reserves
c) Capacity of service debt - debt service ratio,i.e the 
annual payment of principal and interest required to 
service a country's external debt as a proportion of 
country's and export earnings.(The rate below 25% is 
preferable)
d) Growth of debt
e) Maturity profile of debt
Political Elements
1 ■ Internal Factors a) Nature of the political system
b) Stability of current government
c) Type of economic policy of government
d) Popularity of government and its degree of control of 
country
e) Vulnerability of internal conflict
II
2. External Factors a) Nature of country's international relations
b) Vulnerability of external conflict and destabilization
The end result of analysis of the political and economic elements helps 
to reach a view on the country's present and future ability and willingness to 
service its debt.
There are also some conditions which the Borrower takes into account. 
The Borrower's objective is to get the most cost-effective transaction and one 
which meets its overall criteria. The other feature analyzed is the quality of the 
banks in the lending syndicate.
The mechanics of the syndication transaction is the same whether the 
recipient of funds is corporate or sovereign. The usual sequence of events in 
arranging a syndicated loan is offer, mandate, syndication, signing and lending.
The offer forms the basis of the mandate ( the authority issued by the 
borrower to a bank to arrange the financing) The mandate covers all the 
principal terms and conditions on which the facility is to be arranged. And the 
correct offer to mandate is the most price competitive offer which most closely 
meets the overall objectives of the Borrower.The central core of the transaction 
consists of price, maturity, amount and covenants. The price of a loan is made 
up of two key elements -fees and margin. The main determinant of margin is 
creditworthiness of the Borrower but the maturity of the facility is also important 
in defining the margin.
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Fees come in two varieties as front-end fees and fees payable 
periodically throughout the life of the loan. The front-end fees are paid as a flat 
fee before a loan is drawn down rather than being paid regularly. The possible 
front-end fees are arrangement fee, underwriting fee, management fee and 
participation fee. The annualized fees include agency fee, commitment fee and 
facility fee.
The market conditions, the banks' portfolio composition and 
requirements determine the length of a loan's maturity. Mostly the borrowers 
seek the longest possible maturity. For the amount of the loan there are no 
absolute rules determining the most acceptable one.
Covenants are an integral pat of any financing package and are 
designed to protect lenders against material adverse changes in both the 
financial and commercial state of the borrower. In other words, the covenants 
protect the lenders against the known and unknown risks.
The Government of Turkey usually acts as the guarantor in case of 
borrowing from the commercial banks which are usually the European Banks.
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2- EXPORT CREDITS
Export Credit is an other source of funding used for the project finance in 
Turkey.This credit is made available to an exporter in any country to help him 
cover the risk of non-payment in his export business. ( Dunn, Knight, 1982 : 7 ) 
The risk of non-payment can arise because of political, transfer or commercial 
risks.' These risks are usually covered by export credit agencies. The 
organizational form of the export credit agencies may change from country to 
country. For example, it is a section of a ministry in Japan (EID-MITI), an 
independent government agency in Italy (Mediocredito Centrale), semi-public 
joint stock company in France ( COFACE ) and a private institution operating 
partly under an agreement with the government in Netherlands ( NCM ). The 
support given to the export credits can either be given as a pure cover which is 
insurance or guarantees given to the exporter without financing support or as a 
financing support including direct credits and/or interest subsidies.The interest 
rate subsidy generally covers the difference between the rate offered and the 
current market rate.
An export credit can take the form of a "Supplier Credit" that is extended 
by the exporter or a "Buyer Credit" which is provided to the buyer by the 
exporter's bank or an other financial institution. ( OECD, 1990 ; 7 )
'Political Risk : Risk of non-payment caused by government imposed restrictions. Transfer Risk ; Risk of 
non-availability of foreign e.xchange to meet repayment obligations. Commercial Risk : Risk of non­
payment because of bankruptcy or default of the buyer.
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Generally, an export credit having a short-term maturity ( less than 2 
years ) is used for the purchase of consumer goods or raw materials whereas a 
medium-term matured one ( 2 to 5 years) is used for the purchase of 
investment goods and a long-term matured credit ( more than 5 years ) aims to 
finance the mega projects. Export credits can be funded through the export 
banks, commercial banks, the domestic capital market of the supplier's country, 
the international markets or from the domestic capital market of the buyer’s 
country. Sometimes a cofinancing of commercial and export banks is also 
possible.
Most of the export credit systems offer support for the whole amount of 
the credit provided but some of the systems leave a small amount of the risk 
uncovered. Almost all the agencies covering the risks charge a credit 
insurance premium. This premium is more likely to reflect the relative risks.
( Kitchen, 1986 ;214 ) Sometimes this premium is wholly paid by the buyers 
and borrowers but some export credit agencies ( for example COFACE ) do not 
declare the whole amount of the premium and that undeclared part is paid by 
the supplier being included in the price. Usually the rate of the credit insurance 
premiums range between 3% and 7% . The rate of the credit insurance 
premium is very important for the buyer / borrower in evaluating the export 
financing offers.
There are two kinds of risk insured under the officially supported export
credits.
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One is the commercial risk which is the risk of non-payment because of 
government imposed restrictions while the other is the political risk which is the 
risk of non-payment because of government imposed restrictions.
The officially supported export credits are more favorable than 
commercial bank credits since they offer better terms and conditions. These 
credits contribute a lot to facilitate the world trade by providing resources at 
subsidized rates. But the subsidized interest rates lead to a competition in the 
export credit market.To prevent this competition and to form an institutional 
framework for an orderly export credit market, "Arrangement on Guidelines for 
Officially Supported Export Credits " (Consensus) came into force in April 
1978.
This Arrangement sets limits to the terms and conditions of the officially 
supported export credits ( insured, guaranteed, refinanced or subsized by or 
through export credit agencies ) with a maturity of 2 years or more. The Group 
on Export Credits and Credit Guarantees’ ( ECG) participate in this 
Arrangement.
The most important conditions set in this Arrangement are as follows ;
1- At least 15% of the contract is to be covered by cash payments.
2- Maximum repayment term is eight and a half years which can be extended 
to ten years for relatively poor and for a limited number of intermediate 
countries.
‘The members of ECG are Australia. Austria, Canada. Finland, Japan, NewZeland, Nonvay. Sweden. 
Switzerland, USA and EC countries.
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3- Minimum rates of interest are set for periods of up to five, up to eight and a 
half and up to ten years.
According to the studies made by IMF, the share of the officially 
supported export credits in the external debt of the developing countries has 
increased to 20% of total external debts by 1992. The export credits are usually 
officially supported but the institutions providing guaranteed export loans have 
limited capacity to lend. They lend mostly to the countries with low risk and high 
import capacity.
There has been an increase in export credits since 1989. The reason for 
this increase is the increasing demand for imports in the developing countries 
and the increase in the amount of export credits provided by the export credit 
agencies.
The amount of the export credits provided have decreased from 86 
billion USD to 45 billion USD through years 1982 -1988 mainly because of the 
balance of payments gap of the developing countries. But this situation has 
caused problems in the cash flow of the export credit institutions which led 
them to restructure their organizations. This in turn decreased their costs of 
lending and the demand for export credits provided has increased from 53 
billion in 1990 to 69 billion USD in 1993.
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3- MULTINATIONAL FINANCIAL INSTITUTIONS
There are also multinational financial institutions which participate as 
creditors in project financing of Turkey. These institutions are World Bank 
(International Bank for Reconstruction and Development and International 
Development Association), European Council Social Development Fund, 
European Investment Bank, Islamic Development Bank and Arab Funds ( Saudi 
Development Fund, Abu Dhabi Fund, Kuwait Fund )
These institutions may be able to offer reduced cost of financing which 
otherwise may not be available in the debt market conditions. But there are 
some criterias which have to be met for the projects to be financed by these 
institutions. The project must have a development priority and there must be 
host government commitment for the implementation of the project. The 
involvement of these institutions will often lead however to a prolonged 
assessment and evaluation period which can prove prohibitive within the time 
scale of the project and may also bring inflexible policies on the structure of the 
project.
In this part of the study, the structure of these institutions and our 
relations with them will be explained shortly ;
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1.International Bank for Reconstruction and Development: The Bank which 
has been established in 1946 is both a developmental and a financial 
institution.The aim of the bank is to lend to poor and less developed countries 
to raise the productivity and living standards there. Over 90 % of the projects 
funded are schools, crop production programs, hydroelectric power dams, 
roads and fertilizer plants. During the recent years, the focus of the Bank has 
shifted from infrastructure to growth, provision of basic services and 
improvement of income distribution. The number of projects and amount loaned 
have increased tremendously since the establishment of the Bank. In the 
beginning of 1950’s fewer than 20 loans were funded totaling about $ 400 
million.
In the fiscal year 1967, there were 67 loans totaling $ 1.1 billion, 
whereas 246 loans totaling $ 12.3 billion in year 1981. The amount of 
cofinancing from foreign sources has also increased during this period. The 
projects funded by the Bank must contribute to development objectives and be 
economically, financially and technically sound. Before a project is funded by 
the Bank, it passes through a cycle consisting of the phases of identification, 
preparation, appraisal, negotiation and presentation to the Executive Directors, 
implementation and supervision, and evaluation.
The relations between IBRD and the Government of Turkey began in year 
1947 when Turkey became a member of the Bank. Till now the loans provided 
from IBRD has reached to $12.5 billion This figure puts Turkey in the fifth rank 
among the borrowing countries from the Bank.
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The other four countries are Mexico, India, Brazil and Indonesia. 
However the share of IBRD loans have decreased in the total external debt.
( See Table 2 )
TABLE 2
TOTAL EXTERNAL DEBT/ WORLD BANK LOANS
1994* 1993 1992 1991 1990 1989 1988
(Million $)
Total External Debt 65.601 67.356 55.592 50.489 49.035 41.751 40.722
World Bank Loans 5.380 5.440 5.671 6.540 6.435 6.139 6.421
World Bank Loans/ 
Total External Debt
% 8 % 8 % 10 % 13 % 13 % 15 % 16
* Provisional
Source : Undersecretariat of Treasury
23% of total loans provided from the IBRD has been programmme 
credits, 20% of the total loans has been used for the industrial sector, 17 % for 
the energy sector, 15 % for agricultural sector, 19 % for transportation and 
infrastructure and 6 % for miscellaneous sectors. ( Source : Undersecretariat of 
Treasury)
2.lnternational Development Association ( IDA ): IDA has been founded in 
year 1960 under the World Bank Group for the purpose of extending loans and 
technical advice to the world's poorest countries to make investments in 
farming, health, energy and education.lt usually focuses on projects of clean 
water and quality education which are usually not favorably funded through 
private sector.
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Although Turkey has been borrowing from this institution at the 
beginning , she turned out to be one of the donor countries after 1987. Turkey 
has contributed to the increase of capital of the institution in 1987, 1990 and 
1993. As a consequence of these contributions Turkey's voting power is 64.045 
in IDA. ( Source : Undersecretariat of Treasury)
S.Council of Europe Social Development Fund fCEF): The Fund was 
established in year 1956, for the purpose of finding solutions to the problems of 
the refugees.lt is an intergovernmental financial institution functioning as a 
development bank by providing loans to its Member Countries' for social 
programs. The main objective of the Fund is to provide aid for refugees and 
migrants and aid for regions hit by natural disasters.
Since its inception, the Fund has gradually extended its sphere of action 
and now also makes loans for job creation, housing, the development of social 
infrastructures, education and health. ( Council of Europe Social Development 
Fund Annual Report, 1993 ;1 ) Member Countries pay no annual subscription 
to the Fund and the fund is raised through public issues and private 
placements in the capital markets' .Since the establishment the Fund has been 
able to grant over XEU 10 billion in loans and 80% of these loans were granted 
in the last 10 years.
' Member Countries are Belgium. C>pnis, Denmark. Finland, France. Germany. Greece. Holy See. 
Iceland. Italy. Lichtenstein. Lu.xembourg. Malta. Netherlands. Nonvay. Portugal, San Marino, Spain. 
Sweden. Switzerland and Turkey.
' For its long term operations the Fund has an AAA ratingwith the Japanese Bond Research Instituteand 
AA+ and Aalwith the American Agencies Standard & Poor's and Moody’s respectively.
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The Fund is organized, administered and supervised by the Governing 
Body, the Administrative Council each comprising one representative per 
Member Country, the Auditing Board, consisting of 3 members chosen from the 
Member States and the Governor.
Turkey has been borrowing from the Fund since 1959. Till now the 
loans provided have amounted to approximately $ 4.5 billion. ( Source : 
Undersecretariat of Treasury )
4.lslamic Development Bank : The Bank was established in December 
1973 in pursuance of the Declaration of Intent issued by a Conference of 
Finance Ministers of Muslim Countries and formally opened in October 1975.
( Islamic Development Bank Annual Report, 1993-1994 ; 5 ) There are 47 
member countries of the Fund and the precondition of being a member to this 
Bank is the membership of the Organization of the Islamic Conference. The aim 
of the Bank is to improve the economic development and social progress of the 
member countries and Muslim Communities in accordance with the principles 
of Shariah.
The Bank also tries to promote the foreign trade between the member 
countries by providing technical assistance to member countries. The sectors 
supported by Islamic Development Bank is mostly public utilities, health, 
education and agriculture.
Turkey has been borrowing from the Bank since 1977 and the loans 
borrowed have reached to approximately $ 1.2 billion.
22
$ 300 million of these loans have been used for project financing and $ 
900 million for import financing. 50 % of the project credits have been provided 
for the industrial sector, 19.4 % for transportation sector, 19.4 % for health 
sector, 6.6 % for social investments and 5% for health sector. ( Source : 
Undersecretariat of Treasury)
S.Arab Funds : Turkey has been borrowing from Saudi Development Fund 
since 1979 and the total loans amounted to 260 million $, 52.2.% being used 
for energy sector, 44.7 % for transportation sector and 3.1 % for the health 
sector.
Kuwait Fund is granting loans to Turkey since 1979 and the total amount 
of loans provided till now is $ 205.7 million. 64.2 % of the total loans have been 
used for infrastructure while 29.1 % for transportation and 6.7 % for energy 
sectors.
Turkey has borrowed from Abu Daubi Fund only once in 1980 for an 
amount of $ 27 million.( Source ; Undersecretariat of Treasury)
S.European investment Bank (EIB) : European Investment Bank is the 
financial institution of the European Community which has been created by the 
Treaty of Rome and has seen its role reaffirmed by the Treaty on European 
Union. The members of EIB are the Member States of European Community 
(EC). The main activity of EIB is to contribute to the balanced development of 
EC by financing capital projects.
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The EIB projects to be financed should contribute to one or more of the 
following objectives ; 1. Foster the economic advancement of the less favoured 
regions 2. Improve transport and telecommunications infrastructure 3.Protect 
the environment and the quality of life 4.Promote urban development 5. Attain 
energy policy objectives 6.Support the activities of small and medium sized 
enterprises.
The loans of EIB are granted to private or public sector in 
communication,environmental, energy infrastructure or in industry, services and 
agriculture sectors. EIB finances only part of the investment costs which usually 
does not exceed 50% of the investment cost.
EIB also grants loans to countries outside EC following its authrorisation 
from its Board of Governors. The total amount of loans provided from EIB is 
1352 million ECU through Financial Protocols.
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в- NEW METHODS
1- BUILD - OPERATE - TRANSFER MODEL
This model is an other way of project financing which gained momentum 
in Turkey by the enactment of the Law on this model. Build-Operate-Transfer 
(ВОТ) Financing Model is a type of project finance whereby a private entity 
builds and operates a project such as infrastructure or resource extraction that 
would usually be operated by the Government. After a period of time the project 
is transferred to the Government without any payment to be made by the 
Government.
This concept has spread in the world as well as in Turkey in 1980's to 
finance the infrastructure and utilities projects. For example, in the UK the 
Channel Tunnel, the Dartmouth Bridge, certain power stations; in Australia the 
Sydney Harbor Tunnel were financed on this basis. As yet there are no projects 
which have been completed by this way of financing in Turkey.
The typical ВОТ Projects include, infrastructure, public utilities and 
resource extraction projects. The main advantages of this model for the 
Government can be listed as follows ;
1. Off-Balance Sheet Financing : The Government is able to get a necessary 
project implemented without borrowing or guaranteeing the debt or taxing the 
public to raise revenues.
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2. Profit Gain In the transactions where the Government 
becomes an equity participant in the Project Company, the Government is able 
to participate in the receipt of profits.
3. Foreign Investment The Government is able to attract foreign 
investment that it would not otherwise attract in a typical turnkey construction 
project
4. Efficiency State Utilities have generally been found
inefficient and privatization of the public utilities by this way of financing are 
likely to increase the efficiency.
Inspite of its advantages, the complex structure of the model makes it 
difficult to implement the projects easily. Stemming from the characteristic of 
this model, the creditors of the project get no guarantee of repayment from the 
Government for the loans granted. But this non-recourse financing brings other 
liabilities to the Government which usually are the main cause of the long 
lasting discussions held between the project sponsors and the governments. 
For example, in Turkey these liabilities include the guarantees’ extended by 
the Undersecretariat of Treasury.
There is a long list of power and infrastructure projects waiting to be 
financed on this basis in Turkey. As the model becomes standardized, it is 
expected that the number of projects financed by ВОТ model will increase 
tremendously in the near future in Turkey.
' 1.Guarantee of payments to be made to the Investing Company for the commoditiies and serv ices 
purchased by the State Administration. 2. Guarantee of full and partial repayment to the lenders for any 
subordinated loan. 3. Guarantee in favor of the lenders for repayment of any senior loans in case of an 
early transfer of the facilities to the Government.
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Using securitization structure as a way of providing external debt is 
totally a new issue for Turkey. Before giving information about the securitization 
of an export credit which is the main subject of this study, a general overview of 
securitization will be provided.
Securitization as a general term can be defined as to provide financing 
by open market selling of securities backed by collateral. Another broader 
definition is the process which takes place when a lending institution's assets 
are removed in one way or another from the balance sheet of that lending 
institution and are funded instead by investors who purchase a negotiable 
financial instrument evidencing this indebtedness without recourse to the 
original lender. ( Henderson&Scott,1988; page 2)
The asset to be securitized is usually an income producing asset; there 
are a lot variety of assets which can be securitized including office buildings, 
shopping centers and other commercial real estate; credit card receivables; 
automobile, recreational vehicle and truck loans; computer, automobile, 
equipment and other leases; Small Business Administration loans; problem 
bank loans; loans to Third World countries; junk bonds. The most popular asset 
securitization is the mortgage backed security which is the first type of this 
transaction.
2- SECURITIZATION
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SGCuritization can be implemented 2 different structural forms ;
1.Pass-through structure : In this case assets are sold to a Special Purpose 
Vehicle (SPV) which is usually a Trust, Corporation or a Partnership and the 
investors buy equity interest in the assets of the SPV. SPV issues the securities 
and principal and interest are passed through to the security owners (investors) 
at the pass-through rate after charging the service fee.
The trust is a passive vehicle in this structure because there is no active 
management of the cash flow. This structure has been extensively used with 
automobile loans.
2.Pav-throuqh structure : The assets are again sold to a Special Purpose 
Vehicle ( SPV) as in the Pass-through structure. But in this case SPV actively 
manages the cash flows and the liability of the debt belongs to the SPV. This 
structure is mainly used for Cards Market.
The asset type, the form and substance of credit enhancement mechanism' ,tax 
and legal considerations determine the structure of securitization.
Securitization has begun in the form of mortgage-backed securities in 
1970's. However mortgage-backed bonds have been sold to the public by 
mortgage bankers in the beginning of the century in USA which are very similar 
to the modern mortgage backed securities. The reason why it took so long for 
securitization to be widespread is that the legal and economic forces have 
been coalesced only in the last 20 years to provide opportunities and 
incentives for this structure.
Credit enhacement aims to protect against loss on the underlying asset.
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Asset Backed Securitization System was introduced in Turkey with the 
amendments to the Capital Market Law enacted in May 1992 and the related 
communiqué of the Capital Market Board issued in July 1992. This system has 
first been practiced in August 1992. The regulatory structure of Asset Backed 
Securities in Turkey emphasizes the role of banks since banks are authorized 
to issue ABS against the securities they themselves have originated. ( Sak & 
Yeldan,1993 ; 327 ) Mainly this system in Turkey helps the banks to find 
funding sources by issuing new securities.
Securitization of debt means to repackage the external debts of the Less 
Developed Countries so that they can be turned into a negotiable instrument 
which is then sold to investors. The securitization of debt has advantages both 
to the banks and the debtor countries.
The debtor countries are usually over indebted and have the probability 
of not completing their debt service obligations on due. the banks try to 
increase the quality of these debts so that they can decrease their exposure to 
debts. Securitization increases the liquidity of the banks asset portfolio, 
reduces the duration of the assets to better match the duration of its liabilities. 
The debtor countries on the other hand, enjoy reducing its cost of funding 
resources since the securities issued are usually highly rated by the Rating 
Agencies. Collateralisation is required for the debts to be securitized to attract 
concessions from the creditors and additional investors. The collateral is 
usually provided by a payment into a sinking fund, by the purchase of a zero 
coupon bond or in the form of earmarked natural resources. In the case of 
Turkey the collateral is the guarantee provided by US Eximbank.
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In the beginning of 1980's , the developing countries especially the ones 
in Latin America were unable to repay their external debts which is known as 
the "debt crisis". In 1984 one study estimated that a default by Latin American 
debtor nations alone would cause a loss of world GNP by 1.2 % annually over 
2 years and a loss of up to 6 % of GNP in the defaulting nations. ( Plehn.1989; 
120 ) There has been practices of this structure by Mexico and Brazil. In 
September 1987, Brazil's medium and long term debt amounting to $ 30 billion 
owed to international commercial banks were converted into tradable securities 
with maturities of 35 years with an interest rate lower than the one on the 
original loan. In 1988, a formal debt exchange scheme was put forward by 
Mexico under which holders of certain Mexican debt could tender some or all of 
such debt in exchange for a new issue of collateralized floating rate bonds. The 
collateral in this case was zero coupon US Treasury bonds.( Henderson & 
Scott, 1988; 153 )
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Securitization of an export credit has been applied in Turkey for the first 
time for the purchase of 45 helicopters for use by the Ministry of Defense. The 
structure consists of two phases.
PHASE - 1 ( Floating Rate Facility ) ;
An Export Credit Agreement has been signed between Republic of 
Turkey and the Original Lender in an amount of 413.968.195 $. US Eximbank 
issued its guarantee of repayment of principal and interest to be made under 
this Agreement. The credit has a floating rate of interest which is LIBOR + 0.20 
%. Republic of Turkey issued Floating Rate Promissory Notes guaranteed by 
US Eximbank which evidence the direct obligations of the Borrower under the 
Agreement.
PHASE - II ( Securitization Facility)
Although there are only three parties' involved in the first phase, the 
number of the parties increase in the second phase. ( See Figure 1) Before 
beginning to explain the structure of this phase, it will be beneficial to give 
some information about the new parties.
Ill - SECURITIZATION OF AN EXPORT CREDIT IN TURKEY
The Borrower ( Republic of Turkey ). the Original Lender and the Guarantor ( US E.vimbank)
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FIGURE 1
SECURITIZATION MECHANISM
ORIGINAL LENDER
______________________________  ^
GRANTOR TRUST
---------------------------^
PROMISSORY NOTES
EXIMBANK GUARANTEED 
PROMISSORY NOTES
BORROWER 
( REPUBLIC OF TURKEY )
CERTIFICATES
ORIGINAL LENDER TRANSFERS 
EXIMBANK GUARANTEE
EXIMBANK
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The Trustee A qualified bank or other US financial institution
acceptable to all parties in the transaction which will form the Trust pursuant to 
Declaration of Trust for the purpose of acquiring and holding the Fixed Rate 
Notes and issuing the Certificates.
The Depositor : A national banking association organized under the laws 
of the United States which will have the power, authority and legal right to 
transfer and assign the Floating Rate Notes to the Trustee.
The Underwriter : A financial institution which will purchase all of the 
Certificates in anticipation of reselling them to institutional investors.
The Servicer : The Servicer is required to give notices to and
make timely demands for payment on the Borrower, PEFCO and Eximbank in 
accordance with the requirements of the Servicing Agreement, the Liquidity 
Agreement and the Eximbank Guarantee. The Servicer will also help the 
Trustee in connection with the performance of the Trustee's obligations to fulfill 
required by the Securities Act or Exchange Act.
PEFCO : PEFCO (Private Export Funding Corporation ) incepted in
1970, is a private corporation owned by 46 Commercial Banks, 6 Industrial 
Firms and 1 Investment Banking Firm. It is a major source of capital for medium 
and long term fixed-rate financing of US exports.
32
PEFCO raises funds through the public sale of its debt obligations which are 
secured through pledges ofits Eximbank guaranteed loans PEFCO's current 
short-term debt rating from Moody's is P-1 and from S&P is A-1+ and its 
current long-term debt ratings from these rating agencies are Aaa and AAA, 
respectively.
On the Conversion Date, the Original Lender exchanges the Floating 
Rate Notes in the amount of 351.908.040 US $ for new Fixed Rate Notes to be 
delivered at the Securitization Settlement Date. The Fixed Rate Notes are 
denominated a fixed interest rate of 8.69 % per annum ( US Treasury Rate +
0.48 % +0,5 %)- . The Floating Rate Notes are then canceled. The new Fixed 
Rate Notes are deposited by the Original Lender to the Securitization Trust and 
are sold to the Trust at par. The Trust is formed by the Trustee which is a 
financial institution acceptable to all parties.
The transaction has been structured so that full payment of the 
guaranteed payments on the Notes are passed through to the holders of the 
Certificates to enable the scheduled payment of principal and interest to be 
made on such Certificates. Before an initial payment is made by Eximbank 
under the Eximbank Guarantee, timely payments on the Notes and thereby the 
Certificates is supported by PEFCO ( Private Export Funding Corporation ) 
pursuant to the Liquidity Agreement since Eximbank makes the payments after 
45 days.
u s  Trcasuiy Rate on the Pricing Day ( November 15,1994 ) is 7.71 %.
33
Eximbank either does not guarantee 0.5 % of the interest payments to be 
made on the Notes. So a system has been established in which the interest 
rates to be paid on the Notes is 0.5% higher than the interest of the Certificates 
which means that the Unguaranteed Interest Portion will not be paid to 
Certificateholders. This portion will be distributed to the holder of the Seller 
Certificate. ( As defined below ) The payment of certain expenses and fees 
thereunder will be made by the Borrower as condition precedent of the 
issuance of the Certificates.
The Trust issues two types of Certificates ;
1. Senior Certificates ; These Certificates have a priority in receipt of " pass­
through " payments from the Trust and on any proceeds from the PEFCO 
Liquidity Facility and the Eximbank Guarantee.
2. Transferrable Seller Certificates ; These Certificates will either be retained 
by the Original Lender or transferred to other holder(s) in a Private Placement 
transaction. The Seller Certificates will have a claim on any residual amounts 
paid under the Notes. ( Unguaranteed Interest Portion ) ( See Figure 2)
Both Certificates will be rated by the rating agencies Moody's and 
Standard & Poors as AAA and Aaa respectively. The reason for these high 
ratings is the Eximbank Guarantee on the Notes. But there are also some 
restrictions on Eximbank Guarantee which are listed below ;
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C A S H  FLOW S AFTER SEC U R ITIZA TIO N
FIGURE 2
SENIOR CERTIFICATES
¡SELLER CERTIFICATES
I.Eximbank will not be required to make a payment of amounts equal to the 
Guaranteed Payments due on a Note Payment Date which were not paid by 
the Borrower on such Note Payment Date if the Servicer or Trustee fails to 
make a payment demand upon Eximbank within 150 calendar days following 
such Note Payment Date and a written demand upon Borrower with respect to 
the Fixed Rate Note at least 15 calendar days prior to such demand upon 
Eximbank.
2. Eximbank will not be required to make any payment with respect to a Fixed 
Rate Note held by the Trust unless and until the Trustee has assigned to 
Eximbank all of the Trust's rights, title and interest in and to Fixed Rate Note 
and delivered to Eximbank this Note.
3. The Eximbank Guarantee provides that it will cease to be effective if the 
Trustee or the Servicer agrees to any material amendment of or any material 
deviation from the Fixed Rate Noteor the Credit Agreement without the prior 
consent of Eximbank.
A Moody's rating on the Certificate which is Aaa is an expression of 
Moody's opinion on the likelihood of full and timely payment on this Certificate. 
This rating reflects Moody's opinion about the joint effect of the frequency and 
the severity of the expected future defaults on the Certificate. (Adelson, 1993 ;1 ) 
The risks that Moody's consider in evaluating a security are credit, dilution and 
liquidity risks.
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Credit risk is the risk that the obligors will be unable to pay because of 
the credit quality deterioration. Dilution risk may arise because of the obligor’s 
unwillingness to pay. This unwillingness to pay is usually caused by disputes, 
offsets, credit rebates or warranty claims. Liquidity risk is the risk that 
collections on the receivables will not be received quickly enough to provide 
funds for the payment of maturing asset-backed securities.
Standard & Poor's (S&P) is the other rating agency which has 
commanded a rating on the Certificates. (AAA) S&P's rating takes into account 
the creditworthiness of an obligor with respect to a specific obligation. The 
sources of information for the ratings are the sources which S&P consider 
reliable. The ratings of S&P are based on the following considerations;
1. Likelihood of default - capacity and willingness of the obligor as to the timely 
payment of interest and repayment of principal in accordance with the terms of 
the obligation;
2. Nature and provisions of obligation;
3. Protection afforded by, and relative position of, the obligation in the event of 
bankruptcy, reorganization, or other arrangement under the laws of bankruptcy 
and other laws affecting creditors’ rights. ( Standard & Poor’s ; 1993, 189 )
The rating grades of both rating agencies are listed in Table 3 & 4.
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TABLE 3
STANDARD & POOR’S
AAA Ability to repay interest and principal extremely strong
AA Very strong capacity to repay interest and principal
A Strong ability to pay, but susceptible to adverse economic conditions
BBB Adequate capacity to repay debt but subject to bad economic conditions
BB Any debt rated this low or below Is considered speculative.
B Has vulnerability to default but presently has the capacity to meet interest 
payments and principal repayments.
CGC Some protections for investors but major risks and uncertainties
CC Highly speculative ; generally subordinated
C No interest is being paid on this debt
D Debt is in default
TABLE 4
MOODY S
Aaa Judged as to be the best quality and carry the smallest degree of risk
Aa Judged to be of high quality by all standards
A Possess many favourable investment attributes
Baa Lack outstanding investment characteristics and speculative
Ba Judged to have speculative elements, not have a well-assured future
B Lack characteristics of the desirable investment
Caa Poor standing
Ca Represent obligations which are speculative in a high degree
C Have extremely poor prospects of ever attaining any real invest, standing
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The Trust then sells the Certificates to the Underwriters pursuant to the 
Underwriting Agreement and the Underwriters offer the Certificates to the 
public and to certain dealers.( See Table 5)
The Borrower agrees to indemnify the Underwriters and the Depositor 
against certain civil liabilities, including certain liabilities under the US Federal 
Securities Law.
The Borrower will be required to make payments to the Trust in respect 
of the Notes held by the Trust on each Note Payment Date and the aggregate 
amount of the scheduled guaranteed payments will be sufficient to satisfy the 
corresponding scheduled payments of principal of and interest on the 
Certificates on the corresponding Certificate Payment Date. ( which will be the 
same day) ( See Table 6 )
Interest on the Certificates will accrue at 8.19 % ( US Treasury Rate + 
0.48 % ) per annum and will be computed on the basis of a year of 360 days 
consisting of twelve 30-day months. The Borrower will be required to make 
payments to the Trust in respect of the Notes held by the Trust on each Note 
Payment Date and the aggregate amount of the scheduled guaranteed 
payments will be sufficient to satisfy the corresponding scheduled payments of 
principal of and interest on the Certificates on the corresponding Certificate 
Payment Date. ( which will be the same day) ( See Table 6 )
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TABLE 5
DISTRIBUTION OF THE CERTIFICATES
ACCOUNT TYPE PERCENT. OF DEAL
INSURANCE COMPANIES 9,27 %
PENSION FUNDS 0%
MONEY MANAGERS 43,78 %
MUTUAL FUNDS 43,57 %
BANKS 3,39 %
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TABLE 6
NOTE PAYMENT D A T E / 
CERTIFICATE PAYMENT DATE
15 / 1 2 /1 9 9 4
15 / 0 6  / 1995
1 5 /  12 / 1995
15 / 0 6  /  1996
15 /  12 /  1996
15 / 0 6  /  1997
15 / 12 / 1997
15 / 0 6  /  1998
1 5 / 1 2 / 1 9 9 8
15 / 0 6  /  1999
1 5 / 1 2 / 1 9 9 9
15 / 0 6 / 2000
15 / 1 2 / 2000
15 / 0 6  /  2001
15 /  12 /  2001
15 /  0 6  /  2002
15 / 1 2 / 2002
1 5 / 0 6 /  2003
15 /  1 2 /2 0 0 3
15 / 0 6 /  2 004
AGGREGATE INSTALLMENT 
OF PRINCIPAL
USD 16 ,657 ,735
USD 18 ,423 ,789
USD 18 ,423 ,789
USD 18 ,423 ,789
USD 18 ,423 ,789
USD 18 ,423 ,789
USD 18 ,423 ,789
USD 18 ,423 ,789
USD 18 ,423 ,789
USD 18 ,423 ,789
USD 18 ,423 ,789
USD 18 ,423 ,789
USD 18 ,423 ,789
USD 18 ,423 ,789
USD 18 ,423 ,789
USD 18 ,423 ,789
USD 18 ,423 ,789
USD 18 ,423 ,789
USD 18 ,423 ,789
USD 1 ,8 56 ,0 5 4
USD 1 ,8 56 ,0 5 41 5 /  1 2 / 2 0 0 4
• The Certificates will not be subject to prepayment or acceleration under any circumstances.
PERCENTAGE OF PRIN 
REMAINING UNPAID
9 5 ,29 %
90 .06  
8 4 ,82  
79 ,59  
74 ,35  
69 ,12  
63 ,88  
58 ,64  
53,41  
4 8 ,17  
4 2 ,9 4
37.7  
3 2 ,47  
27 ,23
22
16,76
11,53
6,29
1,05
0 ,53
0
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IV - COMPARISON OF AN EXPORT CREDIT WITH THE 
SECURITIZATION FACILITY
In order to get a true idea about the costs and benefits of the 
securitization facility structure applied in Turkey, a comparison with the 
traditional financing structure ( Export Credit ) is necessary. A Financial 
Analysis which helps to identify the Present Values of the total payments under 
each facility will be made for the financial cost comparison. Also the trend of 
the interest rate used in the Securitization Structure will be analyzed to make 
this financial comparison. The other areas of comparison are documentation, 
management and the effect on the external debt of Turkey. This part will also 
cover the advantages and disadvantages of the securitization structure for the 
creditor bank.
1 -ADVANTAGES
A ) FOR THE BORROWER
a) Access to International Capital Markets
This structure enables Republic of Turkey to have new sources of capital 
through Certificates with high rating which makes it possible to be sold easily to 
investors. The Certificates are commanded rating by the well-known rating 
agencies Moody's Investor Service Inc. (Moody's) and Standard & Poors Rating 
Group (S&P).
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The main reason why the Certificates are highly rated is that the 
Promissory Notes issued by Republic of Turkey have the US Eximbank's 
guarantee which is backed by the full faith and credit of the United States of 
America. Eximbank is an independent agency of the Government of United 
States of America.
The primary legislation governing its operations consists of the Export - 
Import Act of 1945 (Exim Act), as amended, and the Government Corporation 
Control Act. Eximbank's purpose is to aid in financing exports and imports of 
goods and services between the United States of America and foreign 
countries. Exim Act gives Eximbank also broad banking powers which includes 
the power to lend and borrow, to guarantee and insure loans, to purchase or 
guarantee negotiable instruments, evidences of indebtedness and other 
securities. The Attorney General of the United States has stated in an opinion 
dated September 30, 1966 that Eximbank's contractual liabilities constitute 
general obligations of the United States. ( Chase Securities Inc.)
b) Debt Relief
The securitization structure does not affect the international project 
credit limits of Republic of Turkey. This is an important advantage brought by 
this structure because the international financial institutions and banks have a 
limit to lend to each country. In this structure the lenders are no more the banks 
itselves but the investors purchasing the Certificates. In other words, in this 
structure the loan is existing in the investors' portfolio not the banks'.
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c- Financial Cost
In order to compare the financial terms of the Export Credit and the 
Securitization Facility, the interest rate of the export credit has to be also a 
fixed rate. For this purpose, we take the US SWAP Rate ( 8.05 %) applicable 
on the Pricing Day. This makes the interest rate of the Export Credit Facility 
8.55 % ( US Swap rate + 0.50 % ).
The fees, expenses applicable to Securitization Facility and to Export 
Credit are shown in Table 7. The fees and expenses to be paid in the Export 
Credit Facility are all flat which means that they are all paid up-front. In the 
Securitization Facility, there are also fees which have to be paid per annum.
( See Table 7 ) In order to make a comparison between these two structures. 
Present Values of all the payments to be made in each structure will be found. 
(See Table 8 )
The difference between the Present Values of total payments to be 
made under each facility is the advantage gained in the Securitization Facility. 
All of the total payments are discounted at US Swap Rate which is 8.05 %. The 
Present Value of total payments in Securitization facility is 337,051,602 USD 
( See Table 9 ) whereas it is 344,571,762 USD in the Export Credit. ( See Table 
10 ) The difference of 7,520,160 USD is the advantage gained by 
Securitization.
As long as the US Treasury rate is below US$ Swap rate the present 
value of total payments under securitization is lower than the present value of 
total payments of export credit.
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TABLE 7
FINANCING ALTERNATIVES
SECURITIZATION EXPORT CREDIT
PRINCIPLE 3 5 1 .9 0 8 .0 4 0  $ 3 5 1 .9 0 8 .0 4 0  $
FINAL M A TUR ITY 10 YEAR 10 YEAR
INSTALLM ENT 21 SEM I-ANNUAL 21 SEM I-ANNUAL
INTEREST RATE US TREASURY RATE -I- 0 .4 8  % US$ SW AP RATE + 0 .5 %
G U A R A N T.C O M M . 3 ,6 6 % 3 ,6 6 %
C O M M IT . FEE 0 ,1 3 % 0 ,1 3 %
AGENCY FEE NIL 1 0 0 .0 0 0  $
EXPENSES 1 6 0 .0 0 0  $ 1 6 0 .0 0 0  $
UNDERW R. C O M M . 0 ,3 0 % NIL
LIQ UID ITY  CUSH. PEFCO fee (0 .25  % p.a.l NIL
TRUSTEE FEE 1 2 .5 0 0  $ flat -H 7 5 0 0  $ per annum NIL
SEC REGIST.FEE 0 .0 3 4 4 8  % flat NIL
RATING  AGEN. FEE a) M oody’s : 0 .0 2 0  % flat -i- 
b) S&P : 0 .0 2 5  % flat
NIL
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CALCULATIONS
INTEREST PAYMENTS 
( SENIOR CERTIFICATES )
INTEREST PAYMENTS 
( SELLER CERTIFICATES )
INTEREST PAYMENTS 
( FLOATING RATE NOTES )
PER ANNUM PEFCO FEES
FLAT FEES
USED IN SECURITIZATION FINANCIAL COST ANALYSIS 
[ PRINCIPAL * 8.19 % * 180 / 360 1
[ PRINCIPAL * 0.5 % * 180 / 360 ]
[ PRINCIPAL * 8.69 % * 180 / 360 I
[ (PRINCIPAL + INTEREST PAYMENTS) * 0.25 % *180 / 3
3.66% ( EXIMBANK EXPOSURE FEE )
( This Fee is included in the Loan Amount)
0.125 % ( EXIMBANK COMMITMENT FEE )
( This Fee is included in the Loan Amount)
63,246 $ (TRUSTEE FEE ) 12.000 $ FLAT +
7500 $ PER ANNUM DISCOUNTED AT 7.6 %
TABLE 8
TOTAL FLAT FEES
121,338 $ ( SEC REGISTRATION FEE )
[ 351,908,040 * 0.03448 % ]
70,381 $ ( RATING AGENCY FEE-MOODY’S) 
( 351,908,040 * 0.02 %]
88.000 $ ( RATING AGENCY FEE-S&P ) 
[351,908,040 * 0.025 %)
160.000 $ ( LEGAL FEES )
[ 351,908,040 * 0.045 % 1
1,055,724 $( UNDERWRITING COMMISSION ) 
( 351,908,040 * 0,30 %)
351,908.04 $ ( BANK FEE )
[ 351,908,040 * 0.1 % 1
1,910,597 $
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CONT. TABLE 8
CALCULATIONS USED IN EXPORT CREDIT FINANCIAL COST ANALYSIS
INTEREST PAYMENTS [ PRINCIPAL * 0.0855 * 180 / 360 J
FLAT FEES 3.66% ( EXIMBANK EXPOSURE FEE )
{ This Fee is included in the Loan Amount)
0.125 % ( EXIMBANK COMMITMENT FEE ) 
( This Fee is included in the Loan Amount)
160.000 $ (LEGAL FEES)
[ 351,908,040 * 0.045 % 1
100.000 $ (AGENCY FEE)
[351,908 ,040 * 0.028 % ]
TOTAL FLAT FEES 260,000 $
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TABLE 9
FIN ANCIAL ANALYSIS OF SECURITIZATIO N
YEAR
0,0
0,5
1,0
1.5
2,0
2.5
3.0
3.5
4.0
4.5
5.0
5.5
6.0
6.5
7.0
7.5
8.0
8.5
9.0
9.5
10.0
DATE
Nov 94 
Dec 94 
Jun-95 
Dec 95 
Jui>96 
Dec-96 
Jun97 
Dec-97 
Jun 98 
Dec 98 
Jon-99 
Dec 99 
Jun-00 
Dec-00
1-Jun
1- Dec
2- Jun
2- D|BC
3- Jun
3- Dec
4- Jun
4-Dec
PRINCIPAL
351.908.040
335.340.305
316.910.516
298.492.727
280.068.938
201.645.149
243.221.360
224.797.571
206.373.782
187.949.993
169.526.204
151.102.415
132.678.620
114.254.837
95.831.048
77.407.259
58.983.470
40.559.681
22.135.892
3.712.103
1.856.049
INTEREST PAYMENT 
( 8.19 %  p.a.)
2.401.772
13.732.185
12.977.731
12.223.277
11.408.823
10.714.369
9.959.915
9.205.461
8.451.000
7.696.552
0.942.098
0.187.644
5.433.190
4.678.736
3.924.281
3.169.827
2.415.373
1.660.919
906.465
152.011
76.005
134.377.640
ARA ACCOUNT 
( 0.5 %  p.a.)
146.028
838.351
792.291
746.232
700.172
654.113
-1.061.175
-1.123.988
-939.750
847.631
-755.512
-663.393
-571.274
-479.155
387.036
-294.917
-202.798
-110.679
-18.561
-9.280
0
INTEREST PAYMENT 
( 8.69 %  p.a.)
2.548.401
14.570.536
13.770.023
12.969.509
12.168.995
11.368.482
8.898.740
8.081.473
7.419.137
6.756.802
6.094.467
5.432.132
4.769.797
4.107.462
3.445.126
2.782.791
2.120.456
1.458.121
795.786
133.450
66.725
0
129.758.410
PRINCIPAL REPAYMENT
16.567.735
18.423.789
18.423.789
18.423.789
18.423.789
18.423.789
18.423.789
18.423.789
18.423.789
18.423.789
18.423.789 
18.4 23.789
18.423.789
18.423.789
18.423.789
18.423.789
18.423.789
18.423.789
18.423.789
1.856.054
1.856.054
351.908.045
FLAT FEES
1.910.597 
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
1.910.597
P V  : PRESENT VALUE OF TOTAL PAYMENTS DISCOUNTED AT 8 .05  %
PEFCO FEES
3.974 
40.195 
39.252 
38.309 
37.366 
36.423 
34.5 37 
33.593 
32.650 
31.707 
30.764 
29.821 
28.878 
27.935 
26.992 
26.049 
25.106 
24.163 
23.220 
2.415 
2.320 
0
575.669
TOTAL PAYMENT
21.030.700
33.034.520
32.233.064 
31.431.607 
30.630.150 
29.828.693
27.357.065 
26.538.855 
25.875.577 
25.212.299 
24.549.020 
23.885.742 
23.222.464 
22.559.186 
21.895.907 
21.232.629 
20.569.351 
19.906.073 
19.242.795 
1.991.919 
1.925.099
0
484.152.715
P V  OF TO TA L PAYMENTS
20.884.508
31.312.341
29.302.785
27.157.082 
25.270.316 
23.498.261 
20.578.505 
19.062.531 
17.747.309
16.512.083 
15.351.773 
14.262.699 
13.241.227 
12.282.455 
11.383.367 
10.540.423 
9.750.356 
9.010.127 
8.316.893
822.054
764.505
0
337.051.602
TABLE 10
FINANCIAL A N A LYSIS  OF EXPORT CREDIT
YEAR
0,0
0,5
1,0
1.5
2,0
2.5
3.0
3.5
4.0
4.5
5.0
5.5
6.0
6.5
7.0
7.5
8.0
8.5
9.0
9.5
10.0
DATE
Nov-94
Dec-94
Jun-95
Dec-95
Jun-96
Dec-96
Jun-97
Dec-97
Jun-98
Dec-98
Jun-99
Dec-99
Jun-00
Dec-00
Jun-01
Dec-01
Jun-02
Dec-02
Jun-03
Dec-03
Jun-04
Dec-04
TOTAL
PRINCIPAL
351.908.040
335.340.305
316.916.516
298.492.727
280.068.938
261.645.149
243.221.360
224.797.571
206.373.782
187.949.993
169.526.204
151.102.415
132.678.626
114.254.837
95.831.048
77.407.259
58.983.470
40.559.681
22.135.892
3.712.103
1.856.049
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INTEREST PAYMENT
( 8.55 % p.a.)
2.507.345 
14.335.798 
13.548.181 
12.760.564 
11.972.947 
11.185.330 
10.397.713 
9.610.096 
8.822.479 
8.034.862 
7.247.245 
6.459.628 
5.672.011 
4.884.394 
4.096.777 
3.309.160 
2.521.543 
1.733.926 
946.309 
158.692 
79.346
140.284.346
PRINCIPAL REPAYMENT
16.567.735
18.423.789
18.423.789
18.423.789
18.423.789
18.423.789
18.423.789
18.423.789
18.423.789
18.423.789
18.423.789
18.423.789
18.423.789
18.423.789
18.423.789
18.423.789
18.423.789
18.423.789
18.423.789
1.856.054
1.856.054
351.908.045
FLAT FEES
260.000
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
260.000
TOTAL PAYMENT
19.335.080
32.759.587
31.971.970
31.184.353
30.396.736
29.609.119
28.821.502
28.033.885
27.246.268
26.458.651
25.671.034
24.883.417
24.095.800
23.308.183
22.520.566
21.732.949
20.945.332
20.157.715
19.370.098
2.014.746
1.935.400
492.452.391
P V* OF TOTAL PAYMENTS
19.200.675
31.051.741
29.065.427 
26.943.453  
25.077.746 
23.325.287 
21.680.083 
20.136.392
18.687.427 
17.328.346 
16.053.426 
14.858.433 
14.388.129 
13.290.103 
12.261.429 
11.298.648 
10.397.802 
9.555.231 
8.371.914
831.475
768.595
344.571.762
P V  : PRESENT VALUE DISCOUNTED AT 8.05 %
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The securitization structure also benefits the lending institutions,. The 
advantages this structure brings to the original lender can be listed as follows;
1. If the bank is over-exposed it reduces its exposure by this transaction.
2. The risk of the bank is diversified.
3. Since the loan is fully guaranteed by Eximbank, the loan will be free of 
default and timing risk.
4. The liquidity of the bank's asset portfolio will increase.
5. A better asset-liability matching will be achieved.
B - DISADVANTAGES 
1) DOCUMENTATION
In traditional financing structure system the documentation only consists 
of the loan agreement signed between the Borrower and the Creditor. Because 
origination of the loan which includes granting the loan such as investigating 
the quality of the borrower, the project, determining the terms of the loan, 
funding the loan and follow up of the loan ( control of the timely payment of 
principal and interest) is undertaken by the same financial institution. But in the 
securitization facility, the originating institution involves in a limited number of 
stages of the financing.
2) FOR THE ORIGINAL LENDER
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For every stage of the facility a different agreement is signed which 
makes the documentation very complex. The agreements involved are as 
follows;
1- Credit Agreement (Floating Rate Facility) : This agreement has been 
signed between the Borrower (Republic of Turkey), the Original Lender and 
US Eximbank which is guaranteeing the payments of the principal and interests 
on the credit. This agreement constitutes the First Phase of the structure. 
Under this facility Republic of Turkey executes and delivers to the Original 
Lender a Floating Rate Note to further evidence its payment obligation of the 
principal and interest of the credit.
2- Guarantee Agreement : This Agreement has been signed between the
Original Lender and US Eximbank. Under this Agreement Eximbank provides 
its guarantee of the principal and interest payments on the Floating Rate and 
Fixed Rate Notes.
3- Underwriting Agreement : This Agreement has been signed among the 
Borrower (Republic of Turkey), the Depositor (a national bank association) 
and the Underwriters. Subject to the terms and conditions set forth in this 
Agreement, the Depositor agrees to cause the Trust to sell to the Underwriters 
and the Underwriters agree to purchase from the Trust the Certificates. Then 
the Underwriters will offer the Certificates to the public at the predetermined 
price.
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4- Servicing Agreement : This Agreement has been signed between the 
Trustee and the Servicer. The Servicer acts pursuant to this Agreement.
5- Transfer Agreement ; This Agreement has been signed among the 
Borrower ( Republic of Turkey ), Original Lender and the Trustee. Pursuant to 
this Agreement, the Trustee will purchase for the Trust the Floating Rate 
Promissory Notes issued by the Borrower. On the Closing Date, the Borrower 
will issue to the Trust the Fixed Rate Promissory Notes in exchange for the 
Floating Rate Promissory Notes.
6- Liguiditv Agreement ; The Borrower ( Republic of Turkey) has entered into 
this Agreement with PEFCO ( Private Export Funding Corporation ). The 
Agreement aims to provide full liquidity to the Certificates. Although the Notes 
will be fully guaranteed by Eximbank; this guarantee stipulates claim filing 
procedures which could impose a delay of up to 45 days in the receipt of 
guarantee payments. The liquidity protection in this case; could take the form of 
either i) a scheduled Lead / Lag of 41 to 45 days between due dates on the 
Notes and Certificates or ii) an irrevocable commitment from PEFCO to make 
timely payment on the due date in the event of any delay in receipt of payment 
from the Obligor ( Republic of Turkey ). Since PEFCO system has lower cost 
than the Lead/ Lag System; PEFCO has been chosen to provide liquidity 
cushion. Republic of Turkey agrees under this Agreement to pay PEFCO a per 
annum fee of 0.25 %.
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7-.Accumulation Account Agreement ; The Borrower ( Republic of Turkey ) 
entered into this Agreement with the Holder (Holder of the Seller’s Certificates). 
This Agreement aims to establish and fund a special account named 
Accumulation Reserve Account ( ARA). Eximbank does not extend its 
guarantee for 0.50 % interest. So it has been proposed by the Original Lender 
to form a "Interest Defeasence Account".
The Fixed Rate Notes will be denominated an interest coupon which is
0.50 % higher than the interest rate required for the Certificates issued to 
investors in the Securitization.The Fixed Rate Notes are then deposited by the 
Original Lender to the Securitization Trust and sells the Notes at par. The 
Trustee will issue the Certificates. The payment obligations of Republic of 
Turkey will be based on the Fixed Rate Notes denominated at Treasuries plus 
0.98 %.Upon receipt of debt service payments from Republic of Turkey, the 
Trustee passes through to investors principal plus interest at US Treasuries 
plus 0.48 %. The holder of the Seller Certificates instructs the Trustee to 
deposit the remaining 0.50 % of interest upon receipt, to a special account, 
ARA. Funds will be accumulated in this account until they aggregate to a 
predetermined amount, the "Reserve Requirement". The "Reserve 
Requirement" will be an amount calculated to equal the unguaranteed 0.50 % 
portion of all future interest payments Once ARA is fully funded, additional 
payments will flow to an Interest Payment Account. Balances in this account 
will be applied partially meet the future interest obligations under the Notes and 
thereby effectively reduce the interest coupon payable by the Republic of 
Turkey.
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As the Notes amortize , the Reserve Requirement will be 
correspondingly reduced. On each interest payment date, any amounts 
remaining in the ARA which are surplus to the Reserve Requirement will be 
released to the Interest Payment Account and applied accordingly. ( See Figure 
3)
The other documents which are involved in this transaction are listed 
below:
1. Letter from Moody's Investor's Service Inc., rating the Certificates Aaa.
2. Letter from Standard & Poor's Rating Group rating the Certificates AAA.
3. Declaration of Trust
4. Conversion Notice to Eximbank, Borrower and the Depositor
5. Request for Fixed Rate Guarantee Legend
6. Letters from Underwriters to Depositor requesting the issuance of the 
Certificates
7. Letter from Depositor to Trustee requesting the execution, authentication and 
delivery of the Certificates
8. Letter to Borrower from the Trustee regarding wiring instructions for payments 
due on the Notes
9. Certificate of Depositor with respect to the Registration Statement
10. Certificate of Trustee regarding possession of the Notes and issuance of 
the Certificates
11. Various documents / certificates evidencing the authority of Trustee
12. Evidence that Floating Rate Note has been canceled
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FIGURE 3
ACCUMULATION RESERVE ACCOUNT MECHANISM
45-a
2 ) MANAGEMENT
The interest rate in the Securitization Facility is determined only before 
the Closing Date whereas it is known from the beginning of the transaction in 
the Export Credit. This is a situation which creates an ambiguity from the side 
of the Borrower.
As it has also been mentioned before, there are a lot of parties involved 
in the Securitization Facility. This brings responsibilities to be carried on by the 
Borrower such as controlling and follow-up of the payments and the obligations 
in each agreement.
46
V- CONCLUSION
Throughout this study different methods used for public project financing 
in Turkey have been discussed. Most common practiced methods are 
borrowing from commercial banks, multinational financial institutions and 
benefiting from national export credit programs. In recent years some new 
ways of project financing have been introduced in Turkey which would 
decrease the cost of borrowing. This study focuses on one of these new 
methods which is the securitization of an export credit.
In order to make a better analysis of this structure a comparison with an 
export credit has been made in terms of financial cost, documentation, 
management and the effect on the external debt of Turkey. The financial 
comparison shows the difference between the present values of all the 
payments to be made under each structure. This analysis has proved that the 
present value of all the total payments for the export credit is higher than the 
present value of the total payments to be made under the securitization facility.
The securitization structure also provides to Government of Turkey a 
debt relief since the lenders in this structure are the investors buying the 
Certificates not the banks themselves, this means that the international credit 
limits of Turkey are not affected through this way of borrowing.
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The most disadvantageous part of the securitization structure is its 
documentation. Although there is only one agreement to be signed in case of 
an export credit, the number of agreements to be signed increases 
tremendously in the securitization structure. This also means that the number 
of agreements to be negotiated increases v^hich increases the time required to 
complete the transaction.
The number of the parties involved in the securitization structure is 
higher than the ones in the export credit which makes the management of it 
more difficult. However, there are also some advantages of the securitization 
structure for the Creditor. The Creditor is able to reduce its exposure since its 
risk is diversified and a better asset-liability matching is provided.
Securitization of an export credit really seems as a good alternative of 
project financing when the reduced cost of borrowing and the debt relief 
proovided for Turkey are taken into account. The long time required to finalize 
the transaction is the only disadvantage as long as the US Treasury rate stays 
lower than US $ Swap rate.
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